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BUSINESS 


Business activity in New Mexico 
during June improved slightly from levels 
that existed during the earlier months of the 
year. The June figure established the high 
mark for the year so far and showed the first 
month-to-month increase since March. How- 
ever, although business during June looked 
better than for any previous month of 1960, 
this level of business remained almost 3 per 
cent below the level of 1959. 

While our overall measure of business 
activity has edged downward since the first 
of the year and certain specific measures 
have indicated significant declines in par- 
ticular types of activities, the volume of total 
nonagricultural employment for the past two 
months has been at record heights. June's 
employment of 239,400 was 1.4 per cent 
above May's and established a new high. 
Preliminary reports indicate that employ- 
ment fell 1 per cent from June to July, but 
July employment is the second highest of 
record. Thisrecord level of employment has 
been obtained despite a significant year-to- 
year decline inconstruction and minor drops 
in transportation-utility and finance-insur- 
ance-real estate workers. The employment 
boost arises from gains in the government 
and services-miscellaneous categories. 
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Business Activity in New Mexico 


Per Cent Change INDEX 
June 1960 from June 1960 
June Year Earlier May June (Average Month 
1960 June 1959 1960 1959 1947-49 = 100) 
Index of Business Activity (1947-49 = 100) 286.9 295.3 + 3,1 - 2.8 286.9 
Sales Data: Not available. See March 1959 issue of NEW MEXICO BUSINESS 
*Life Insurance Sales (1, 000s) $ 26,047 $ 26,748 + Us = 3.6 742.7 
*Bank Debits, 36 banks (1, 000s) 517,416 520, 372 + @:% - 0.6 318. 08 
Bank Loans and Discounts, 36 banks (1, 000s) 46,550 51,526 - 9.1 - 9.7 272. 42 
Demand Deposits, 36 banks (1, 000s) 335, 246 344,560 - 0.5 - 2.7 176. 9 
Time Deposits, 36 banks (1, 000s) 138,412 120,938 * 3.8 + 14.4 386. 8 
Business Failure Liabilities (1, 000s)” 72 160 + 16.8 - 54.7 253.3 
Wage Workers in Nonagricultural Establishments 239,400 235, 000 + 1.4 * 1.8 181.7 
in Mining 21,100 20,200 0.0 * 4:5 169.2 
in Contract Construction 19,500 22,600 - 0.5 - 13.7 154.4 
*in Manufacturing 18,000 18,000 + Ba 0.0 195.0 
in Transportation and Utilities 20,700 20,900 0.0 - 1.0 136.2 
in Trade 50,900 49,200 + 2.8 + 3.5 175.5 
in Finance, Insurance, and Real Estate 8,600 8,700 * 5 - 1.2 296.6 
in Services and Miscellaneous 36, 800 34,900 + 2.5 + €4 169.1 
in Government 63, 800 60,500 + @3 + §.5 223.6 
Number of Insured Unemployed 5,217 2,993 - 11.8 + 74.3 -- 
Rate of Unemployment (per cent of labor force) 2.68 1.56 - 12.7 + 72.8 172.5 
Construction Contracts Awarded (value in 1, 000s) $ 44,463 $ 27,093 + 79.4 + 64.1 -- 
Residential (value in 1, 000s) $ 10,661 $ 18,442 + 31.4 - 42.2 -- 
Number of Permits 702 1,888 + 22.5 62.8 -- 
Floor Area (1,000 sq ft) 890 1,631 + 14.1 - 45.4 -- 
Nonresidential (value in 1, 000s) $ 5,126 $ 4,583 - 15.2 + 11.8 -- 
Floor Area (1,000 sq ft) 352 319 + 0.3 + 10.3 - 
Heavy Engineering (value in 1, 000s) $ 28,676 $ 4,068 +169.9 +604.9 -- 
*Petroleum Production (1, 000s of bbls) 8,393 8,551 - 3.1 - 1.9 221.3 
Natural Gas Production (millions of cu ft) 61, 034 57,619 - 7.3 + 5.9 379.5 
*Electric Power Production (1, 000s of kwhs) 265, 399 293,473 - 0.7 - 9.6 300.8 
*Index of Total Metallics Production (1947-49 = 100) 50.2 45.9 - 25.8 + 9.5 50.2 
Mine Production - Copper (1, 000s of lbs) 6,200 7,600 - 33.4 - 18.4 58.7 
Mine Production - Lead (1, 000s of lbs) 400 na - 3.8 na 38.5 
Mine Production - Zinc (1, 000s of lbs) 2,260 na - 0.4 na 35.4 
*Mine Production - Potash (1, 000s of tons) 1,170 1,127 - 10.4 + 3.9 292.3 
Index of All Farm Prices (1947-49 = 100) 97.9 105.5 - 2.1 - 7.2 97.9 
Index of Livestock Prices 103.4 113.4 2.2 8.8 103.4 
Index of Crop Prices 92.1 92.9 - 0.9 - 0.9 92.1 
Receipts from All Farm Marketings (1, 000s) $ 9,069 $ 8,513 + 0.5 + 6.5 113.3 
Livestock and Products 4,976 5,063 - 15.8 = 48 83.5 
Crops 4,093 3,450 + 9.6 + 18.6 187.7 
Per Cent Change INDEX 
July 1960 from July 1960 
July Year Earlier June July (Average Month 
1960 July 1959 1960 1959 1947-49 = 100) 
Bank Debits, 36 banks (1, 000s) $484, 733 $521,151 - 6.3 - 7.0 298, 02 
Bank Loans and Discounts, 36 banks (1, 000s) 45,532 51,147 - 2.2 - 11.0 266. 42 
Demand Deposits, 36 banks (1, 000s) 335, 353 349,608 0.0 = 2 176, 9% 
Time Deposits, 36 banks (1, 000s) 136, 966 121,395 - 1.0 + 12.8 382. 9 
Wage Workers in Nonagricultural Establishments 236,400 233,500 - 1.0 * 42 179.5 
Number of Insured Unemployed 5,609 3,258 * Bo + 72.2 -- 
Rate of Unemployment (per cent of labor force) 2.88 1.70 + Te + 69.4 185.4 
*Building Permits, total 17 cities (1, 000s) $ 6,657 $ 6,739 - 32.0 - 0.6 232. 82 
Residential 4,647 4,451 - 8.8 + 44 261. 5° 
Nonresidential 1, 269 1,311 - 64.8 - 2.6 174, 9% 
Other 741 977 - 32.1 - 22.8 207. 8% 
Index of All Farm Prices (1947-49 = 100) 95.5 105.5 - 2.5 - 9.5 95.5 
Index of Livestock Prices 100.7 113.4 - 2. - 11.2 100.7 
Index of Crop Prices 90.1 93.3 - 2.2 - 3.4 90.1 


*Indexes for these items are used to compute the Index of Business Activity. 


ges, for these items are comparable with ind for pr 
brhe figures in this series are based on the average of three months' data. 


2Although the number of reporting units ch the ind 


na - not available 

Sources: 

Retail Sales Data: N. M. Bureau of Revenue 

Potash Production: N. M. Bureau of Revenue 

Petroleum and Natural Gas Production: N. M. Oil Conservation 
Commission 

Life Insurance Sales (New Ordinary): Life Insurance Agency 
Management Association 

Wage Workers and Unemployment: N. M. Employment Security 
Commission and U. S. Department of Labor 


Electric Power Production: Federal Power Commission 
Metallics Production: U. S. Bureau of Mines 
Farm Prices and Marketings: U. S. Agricultural Marketing 
Service 
Bank Data (all series) and Building Permits: 
Bureau of Business Research 
Business Failure Liabilities: Dun & Bradstreet, Inc. 
Construction Contracts: F. W. Dodge Corporation 
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Introduction fo New Mevico State Finance 


By 


Arthur A. Blumenfeld 


-—-— The First of a Series of Articles on the State’s Finances —-—- 


I. The 


That the government of the State of New Mexico 
has financial problems is almost self-evident. 
The anguished cries of state officials, legis- 
lators, and those requiring government services 
are proof that all is not well. However, such 
cries do little to point out specifically what the 
problems are. 


Alert citizens will have gathered certain facts 
about the situation from careful reading of re- 
ports issued by various state offices and from 
close observation of certainactions taken by state 
officials over the last several years. Briefly, 
the basic problem is that state government income 
has not been adequate to meet the demands for 
expenditures of state funds. This problem, 
developing over a number of years, has been 
brought about by three major factors. The great 
increase in population and the expansion of re- 
lated business-economic activities have required 
great expenditure increases to maintain services 
at normal levels. The postwar inflationary spiral 
has increased the prices of everything that gov- 
ernment pays for, from office equipment to 
teachers' salaries. A change in the attitude of 
the population toward government activity has led 
to demands for more of the old services, for new 
services, and for improved services, all of which 
have increased the volume of expenditures made 
by state and local authorities. In recent years 
this problem seems to be growing in magnitude, 
for with each passing year the cries of the ''de- 
prived" get louder and louder. It seems apparent 
that the problem is more serious than any other 
faced by our state government since the Great 
Depression. The future seems to promise only 
additional tribulations. 


Problem 


New Mexico's financial problems are not unique. 
States all across the country are experiencing 
similar difficulties, and in many places the prob- 
lem is much greater and more serious than in 
New Mexico. In specific terms, the financial 
problem facing our state government (and, for 
that matter, virtually all state governments) is 
that the growth of state revenues has not kept pace 
with increases in state expenditures; or, con- 
versely, that state expenditures have expanded 
much faster than revenues. This situation has 
developed primarily since the end of World War 
II. From 1942 to 1945, expenditures of state 
governments were restricted by wartime controls. 
However, during the 13 years from 1946 through 
1959, the combined annual expenditures of all 
state governments in this nation increased from 
$7 billion to $30 billion--329 per cent. (The in- 
clusion of Alaska's expenditures in the 1959 total 
had no significant effect upon the grand totals. ) 
During the same period, total revenues of all 
states rose by only 250 per cent. The obvious 
result has been that the margin of safety be- 
tween income and expenditures has narrowed, 
in many states has disappeared, has brought some 
states to the brink of insolvency, and has created 
serious problems for all. 


New Mexico has fared somewhat better during 
the period than has the majority of the states. 
From 1946 to 1959, total state government ex- 
penditures here grew from $37 million to $220 
million--almost 495 per cent. Related revenues, 
however, increased only 465 percent. Therefore, 
the margin of safety in New Mexico has not dete- 
riorated as badly as it has elsewhere. 
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Paradoxically, the financial problems facing 
New Mexico have largely grown out of, and been 
intensified by, the very postwar growth which so 
far has ina sense also acted to alleviate these 
problems. This performance, slightly better than 
was true in most other states, resulted from 
New Mexico's near-phenomenal postwar economic 
growth. The State's difficulties were very appar- 
ent during the 1959 session of the state legis- 
lature, and they have become more acute since 
the session ended. 


II. The Pattern of Finances 


Most simply stated, the problem of state gov- 
ernment finance is one of achieving a balance 
between receipts and expenditures. Maintaining 
this balance requires decisions concerning what 
it is necessary to spend money for and how the 
money shall be raised with which to defray these 
expenditures. 


It may be objected that decisions concerning 
how much to spend should be made in terms of 
how much money is available. Undoubtedly, de- 
cisionsto spend shouldbe made in light ofavaila- 
ble resources. But it must be clearly recognized 
that, once decisions have been made that certain 
expenditures are necessary, the government has 
the power--if it chooses to exercise it--to raise 
the necessary money, even to the point of con- 
fiscation. Therefore, since few governments 
attempt to raise more than is necessary to guar- 
antee the meeting of expenditures, it is the de- 
cisions to spend which are the basic ones; and 
these are the decisions which will determine how 
much will be raised. 


Since the decisions to spend are basic to the 
decisions as to how and where the necessary 
money will be raised, an examination of the de- 
cision-making process and the conditions which 
surround it lies at the heart of the problem of 
state finance. But before this task can be under- 
taken, one must have an understanding of the 
nature of the State's expenditures andthe sources 
from which monies are raised. In broad outline, 
revenues and expenditures during fiscal 1959 are 
shown in Table I. 


REVENUES 

To comprehend the nature of revenues, we 
must know the particular income sources of the 
State of New Mexico, those sources that have 
grown most rapidly during the last 13 years, and 
those upon which the State is most dependent. 
Not only did state revenue sources produce in- 
creasingly larger and larger volumes of funds 
during the period from 1946 through 1959, but 
significant changes in the pattern of revenues 
also occurred during those years. These changes 
produced a system much more dependent upon 
financial aid from the federal government and less 
dependent upon its own tax sources than was 
previously the case. 


Taxes have traditionally accounted for the ma- 
jor portion of state revenues. During 1946 two 
thirds of New Mexico's general revenues came 
from its own tax sources. By 1959, however, 
taxes were contributing less than half of the in- 
come needed to operate the state government. 
This is not to imply that tax revenues did not ex- 
pand during the postwar period. On the contrary, 
the State's tax receipts grew more than 300 per 
cent, from $27 million in 1946 to $113 million in 


TABLE I 


STATE GOVERNMENT EXPENDITURES AND RECEIPTS 
New Mexico, 1959 
(in thousands) 


Expenditures 


Were of These Types And for These Functions 


Were from These Sources 


Current Operation $ 88,355 Education $ 88,650 Revenues $240, 351 
Capital Outlay 58,916 Highways 66, 246 General Revenues $230, 290 
Aid to Other Governments 67, 872 Public Welfare 20,614 Taxes and Licenses $113,400 
Debt Repayment 4,458 Health & Hospitals 8,485 Aid from Other Governments 74,012 
Natural Resources 6, 748 Charges, Earnings & Misc. 42,878 
General Control 7, 386 
Public Safety 4,296 Insurance Trust Receipts 10, 061 
Interest on Debt 1,261 
Insurance Trusts 6,007 Borrowings 4,129 
Miscellaneous 5,450 
Debt Repayment* 4,458 
Total Expenditure $219,601 $219,601 Total Receipts $244,480 
Less $ 20, 862** 
Receipts Available to Meet Expenditures $223,618 
Receipts Exceed Expenditures by: $ 4,017 


aaThis item is listed under "Functions" as a balancing item, since it must arbitrarily be included among types of expenditures. 
“Includes $16,808 million of earnings on property that is transferred to the Permanent Fund, and $4,054 million excess of Trust Receipts over 
benefits that must be placed in appropriate funds and is not available to meet current expenditures. 


Source: Compendium of State Government Fi 1959. 


NOTE OF WARNING: 

Readers should not expect to find that the fig- 
ures employed in this article always agree with 
those of state agencies. The data used in the 
preparation of this study were takenfrom reports 
of the Bureau of the Census, which--before it 
publishes its reports--adjusts and revises the 
figures received from such state departments. 

For the basic purpose of this article, which is 
to lay the ground work for further consideration 
of the State's financial patterns and problems, a 
single data source was essential. For that rea- 
son, Mr. Blumenfeld has used Census figures 
rather than those sent to the UNM Bureau by 
individual state agencies. 

--The Editor 


1959; and certain individual taxes grew more than 
400 per cent. 


The federal government's contribution to the 
State equaled 14 per cent of all state revenue 
during 1946. But from 1946 through 1959, federal 
assistance expanded morethan 1,000 per cent, so 
that by 1959 federal grants accounted for 30 per 
cent of all state income. This represents the 
most significant change that has occurred in our 
revenue structure since 1946. 


State revenue from its own income-producing 
activities and properties and from certain miscel- 
laneous sources accounted for only 17 per cent of 
general revenue during both 1946 and 1959, al- 
though such income grew 470 per cent in this 
interim. 


TAXES 

Although taxes have declined as a proportion 
of total revenue, there have been only slight 
changes within this group. The most important 
taxes are the general sales and gross receipts 
levies, which accounted for 66 per cent of all tax 
income during 1959--68 per cent during 1946-- 
with the sales tax (school tax) responsible for the 
bulk of revenue from these levies and with small- 
er shares coming from motor-fuel, alcoholic- 
beverage, tobacco, and insurance taxes. License 
tax receipts--auto, auto operators, occupation, 
hunting and fishing--and income tax revenues 
have maintained approximately the same relative 
importance throughout the postwar period. 


The only tax to show any marked increase in 
degree of importance during the period was the 
severance tax. In 1946 it accounted for only 3 per 
cent of tax revenues; by 1959 it was accounting 
for 8 per cent. The tax expanded 930 per cent 
during the 13 years and is now the State's fourth 
most important tax source and the principal reve- 
nue source of the State's General Fund. 


The increase in property tax receipts is among 
the smallest increases in the State's major in- 
come sources, declining in relative importance 
from 9 per cent of all tax income in 1946 to 6 per 
cent in 1959. However, we must remember that 
the major share of property tax payments is col- 
lected by local governments. 


Figure 1 
Increases in State Government 
Receipts and Expenditures 


NEW MEXICO, 1946 & 1959 
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INTERGOVERNMENTAL RECEIPTS 

Federal funds are provided to state govern- 
ments to finance specific programs in fields 
where state revenue may be inadequate or where 
a program is best administered on a national 
basis with uniform standards. During 1946, 31 
per cent of federal aid to New Mexico was for 
highway purposes, 29 per cent was for welfare, 
24 per cent was for education, and 17 per cent 
was for a variety of miscellaneous purposes. 
Although all categories of federal assistance in- 
creased rapidly during the postwar period, rates 
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Figure 2 


Changing Patterns of State Government Receipts and Taxes 
NEW MEXICO, 1946 & 1959 
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of growth varied considerably. Highway aid in- 
creased more than 2,000 per cent and currently 
represents 55 per cent of all federal assistance 
to the State. Welfare assistance from Washington 
increased more than 700 per cent; but, because 
of the overwhelming growthin highway aid, feder- 
al funds for welfare purposes came to represent 
only 21 per cent of all federal grants. Federal 
educational assistance expanded only 330 per 
cent, the smallest rate among those of major 
assistance categories, and came to account for 
9 per cent of all federal help to our state. Mis- 
cellaneous programs took 13 per cent. 


CURRENT CHARGES AND MISCELLANEOUS 
REVENUE 

The group made upof current charges and mis- 
cellaneous revenues includes state income from 
many individual revenue sources. Current charg- 
es--school tuitions, donations, fines, income of 
health and welfare institutions--represent 26 per 
cent of the group total. The major portion of 
income for the group originates as earnings on 
state-owned property and state investments. 
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However, a considerable portion of this state 
income is not revenue in the general sense of the 
word. State law prevents the spending of certain 
types of income--principally, royalty payments-- 
from state-owned land. This law requires that 
such income must be invested, and only the in- 
come from such investments can be used to meet 
current expenditures. Therefore, land office 
funds destined for investment are placed in a 
"Permanent Fund." 


Although land office income amounted to al- 
most $27 million during fiscal 1959, almost $17 
million went intothe Permanent Fund and was not 
availableto meet expenditures. To obtain a real- 
istic picture of state revenues, we must deduct 
the invested land income from other revenues that 
are available for spending. 


INSURANCE TRUST FUNDS 


Insurance trust funds have a somewhat special 


position in the State's financial picture because 
of the self-financing nature of these accounts. 


: 75 : 
4 
| 


Employee retirement and employment compen- 
sationtrust funds--the twotypes of trust accounts 
in New Mexico--finance regular activities of state 
government; however, trust revenues are not 
revenue in the usual sense of the word, but are 
somewhat similar to land office receipts going 
into the Permanent Fund. Trust revenues cannot 
be used to pay regular government bills, nor can 
trust expenditures be covered by general govern- 
ment revenues. Therefore, income from trust 
funds, as well as expenditures, should not be 
considered when an examination is made of state 
expenditures for public services and of the reve- 
nues available to meet such expenditures. 


Although accounting for a relatively small 
portion of all state expenditures (3 per cent), 
expenditures from trust accounts grew by 1,500 
per cent from 1946 through 1959. Trust income 
grew almost 360 per cent, coming to represent 
about 3 per cent of all state revenues. Revenues, 
however, exceed expenditures by a considerable 
portion. This excess isused to developa reserve 
fund that is drawn upon during times when ex- 
penditures exceed revenues. 


EXPENDITURES 

To understand the nature of expenditures, we 
must know in what volume the State makes ex- 
penditures for specific purposes, the increases 
in expenditures for various purposes, and what 
changes have occurred in the relative importance 
of state expenditures. 


State spending can be classified in two ways: 
according to programs financed (education, high- 
ways, etc.) and according to the nature of the 
funds themselves (current expenses, capital out- 
lays, aid to other governments). The first clas- 
sification is discussed below under Expenditures 


According to Function; the second, under Ex- 
penditures According to Character. 


EXPENDITURES ACCORDING TO FUNCTION 

Although the volume of New Mexico state spend- 
ing has grown enormously--486 per cent--since 
1946, there have been no major shifts in the 
pattern of spending for particular functions. On 
the whole, the functions that took the bulk of state 
funds during 1946 were the same functions that 
requiredthe major share during 1959. They were 
alsothe same fields primarily responsible for the 
great increase in expenditures that has occurred 
since World War II. 


Total expenditures of our state government 
increased $180 million during the 1946-1959 peri- 
od. The three biggest spending groups--edu- 
cation, highways, and welfare--were responsible 
for $148 million (more than 80 per cent) of the 
increase, 


Educational, highway, and welfare expenditures 
have continually taken the bulk of state funds, 
ranking first, second, and third in terms of 
dollars spent since 1946. Together, these top 
groups accounted for 80 per cent of all money 
spent by the State during 1959, a slightly larger 
proportion than during 1946. The first- and the 
third-ranked functions--education and welfare-- 
took slightly smaller proportions of all expendi- 
tures during 1959 than during 1946; the other 
function--highways--took almost 10 per cent more 
of the total budget last year than during 1946. 
Highway spending was one of the two categories 
requiring larger portions of total expenditures 
during 1959 than 13 years earlier. 


The major share of educational expenditures 
has gone to local school districts to support the 
public school system. Highway funds are used 
largely for road construction, while most welfare 
expenditures are payments to individuals receiv- 
ing assistance under programs administered by 
the department of public welfare. 


Health and hospital, general control, and natu- 
ral resources expenditures ranked fourth, fifth, 
and sixth in terms of total outlay in 1959, account- 
ing all together for 10 per cent of state expendi- 
tures. Twelve per cent of total 1946 spending 
originated with these three groups, and they were 
responsible for 10 per cent of the increase that 
occurred during the years under consideration. 


Figure 3 


Changing Pattern of State Expenditures 
by Types 
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The five remaining functional groups in state 
spending--insurance trusts, public safety, debt 
repayment, ''other,'' and interest on the state 
debt--ranked from sevenththrough 11th last year 
and accounted for 8 per cent of the 1959 total state 
budget, their relative positions having changed 
only slightly since 1946. 


EXPENDITURES ACCORDING TO CHARACTER 

Although there has been but slight change in the 
functional pattern of expenditures since the war, 
there has been a rather marked shift in the rela- 
tive positions of expenditures according to their 
overall character or nature. In examining the 
general character of state expenses, we consider 
the funds going for current operations, those 
going for capital outlay, and those spent as aid to 
other governments. Current operating expenses-- 
salaries, supplies, etc. --grew more than 360per 
cent between 1946 and 1959; but the portion of 
total expenditures required for current operating 
purposes fell from 50 percent of the budget to 40 
per cent. The major portion of current operating 
funds was expended for our educational and wel- 
fare programs, although most expenses of the 
other functional groups were also "current." 
State government aid to local governments--mu- 
nicipalities, counties, school districts--declined 
from 33 per cent to 30 per cent of the budget; yet 
such expenditures grew more than 450 per cent. 
The biggest slice of such funds goes for public 
school purposes. Capital expenditures--con- 
struction and equipment--have been the most 
rapidly growing of the character-type expendi- 
tures during the postwar period, expanding by 
1,193 per cent. Capital outlay accounted for 
about 12 per cent of the total 946 budget; but, as 
a result of the tremendous growth, capital ex- 
penditures have come to consume almost 27 per 
cent of the State's total annual outlay. Yet in 
some ways our greatest deficiency appears to be 
in capital expenditures. Highway construction has 
been primarily responsible for this expansion, 
although the major portion of funds has been pro- 
vided by the federal government. Educational 
construction has taken the bulk of state-raised 
capital funds. 


The changing character of expenditures that has 
come to emphasize the outlay of capital funds has 
caused great problems within our state's fiscal 
structure. Recognizing the rapidly increasing 
need for capital funds, the legislature created the 
state planning office and assigned it the responsi- 
bility of developing and recommending a capital 
improvement plan for the next 10 years. 


Capital funds are used primarily for the con- 
struction of new facilities, buildings, roads, etc. 
Construction funds can be obtained in anumber of 
ways. Appropriations can be made for new build- 
ings from general revenues, or capital funds can 
be secured from the sale of bonds. The difficulty 
of acquiring funds from general revenues relates 
to the postponable character of construction ex- 
penditures. The construction of a new building 
can be put off from year to year without creating 
obvious and immediate problems. General reve- 
nue operating funds cannot be postponed. If sala- 
ries are not paid, employees leave. Nothing so 
drastic occurs when new construction is delayed. 


Figure 4 


Changing Pattern of State Expenditures 
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In a statethat is rapidly growing, operating funds 
require all the revenues that are available. In 
New Mexico general revenues have not even been 
able to provide all needed operating funds. Gen- 
eral revenues for capital expansion have thus 
been virtually impossible to obtain. 


The principal manner of raising capital funds 
in New Mexico is through the sales of general- 
obligation and revenue bonds. During the 13 
years studied, New Mexico borrowed $65 million. 
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Our bonded debt outstanding as of June 1959 was 
$51 million ($25 million in obligation bonds and 
$26 million in revenue bonds), 140 per cent more 
than at mid-1946. About 45 per cent of these 
outstanding bonds had been issued to raise funds 
for our institutions of higher education, 25 per 
cent for highways, and 30 per cent for a wide 
variety of different uses. Our rate of debt re- 
payment has expanded 153 per cent, growing 
from $1.8 million during 1946 to $4.5 million 
during 1959. During the period we paid off more 
than $40 million. 


Responsibility for interest and principal pay- 
ments on this debt is widely scattered. Very 
strictly speaking, a considerable portion of the 
responsibility is not the direct obligation of our 
state government. For example, the highway 
department is directly responsible for payments 
on highway debentures that have been issued. Ad- 
ditionally, a considerable portion of the state debt 
is the obligation of particular state institutions 
that have issued the bonds, rather than of the 
state government itself. 


Although New Mexico has borrowed extensively 
to acquire funds with which to build certain capital 
facilities, this method of financing is resorted to 
as a last alternative. Because of the added costs 
involved, our administrators are reluctant to 
issue bonds. Both the paper work required and 
interest payments to be met over an extended 
period of time raise such costs. Also, a portion 
of the regular income must be siphoned off each 
year to repay the actual loan. The result of this 
administrative reluctance has been that our capi- 
tal facilities have not grown so rapidly as our 
needs have developed. 


ADDITIONAL FUNDS REQUIRED 


Although the examination of available revenues 
and expenditures gives us an overall understand- 
ing. of the State's financial position, it leaves 
certain things unclear. Such things as the ad- 
ditional funds required to maintain services at 
uniform levels for a larger population, to meet 
increased costs arising from higher prices, and 
to provide new services need clarification. With 
few exceptions, there is need for expenditures to 
be no larger than or to beactually less than reve- 
nues. The usual accounting statements of state 
agencies point to neither the additional funds 
needed to perform required agency services nor 
to those needed to improve such operations. 


TABLE U 


PERIOD CHANGES IN STATE GOVERNMENT EXPENDITURES 
New Mexico, 1946-1959 
(dollars in thousands) 


Dollar Percentage Dollar Percentage 

Changes Changes Changes Cc 8 

Current Operations $ 69,480 368.1 Education $ 73,161 472.3 
Capital Outlay 54,359 1,192.9 Highways 58, 641 771.1 
Aid to Other Governments 55,587 452.5 Public Welfare 15,974 344.3 
Debt Repayment 2,695 152.9 Health & Hospitals 6,884 430.0 
Natural Resources 5,158 324.4 

General Control 4,122 248.8 

Public Safety 3,416 388.2 

Interest on Debt 576 84.1 

Insurance Trusts 5,632 1,501.9 

Miscellaneous 5, 862 490.5 

Debt Repayment* 2,695 152.9 


Totals $182,121 485.9 $182,121 485.9 


*See Table I. 


Sources: Computed by Bureau of Business Research from data in Compendium of State Government 
Finances 1959 and Revised Summary of State Government Finances 1942-1950. 


We can, however, gain some insight into this 
situation by examining the requests for funds made 
to the legislature by the various agencies. Al- 
though appropriation requests undoubtedly are 
"padded, '' and although for a variety of reasons 
it would probably not be desirable to grant all 
requests even if revenues were unlimited, it is 
also probably accurate to assume that requests 
for funds are made by responsible department 
heads, who are sincere in their estimates of 
funds needed to operate their agencies during the 
next fiscal period. The wide margins by which 
appropriation requests exceed estimated revenues 
and the degree to which these requests then have 
to be cut depict a real financial crisis for our 
state government. 


This situation can be shown by examining re- 
quests submitted to the last three legislatures for 
appropriations from the State's General Fund. 
These legislative sessions appropriated funds for 
six fiscal years, from 1956 through 1961. Re- 
quests exceeded estimated revenues for each 
year by more than $12 million. For the current 
biennium, 1960-1961, requests presented to the 
1959 legislature exceeded annual revenues by 
more than $22 million, 165 per cent of the Gen- 
eral Fund. In attempting to bridge this gap, the 
legislature appropriated more money than some 
authorities estimated would be available, and 
certain appropriations were increased by execu- 
tive action. Therefore, less than a year and a 
half after that legislature adjourned, the State's 
executive department found it necessary to cut 
all General Fund appropriations by 10 per cent, 
fearing that expenditures would exceed revenues. 
This cut was made in an across-the-board, arbi- 
trary fashion without an examination of specific 
situations to determine the overall effect of such 


reductions. A portion of the reduction has since 
been rescinded. 


\ 
| 
| 
\ 
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An obvious remedy for the basic financial prob- 
lem of the statesis the limitation and reduction of 
services--and of expenditures. By eliminating 
certain programs and curtailing others, a state 
- could live within its income. But by simply abdi- 
cating its responsibility for providing particular 
services, a state does nothing to lessen demands 
by citizens for that particular activity. In such 
a situation the citizen denied services from the 


Ill. The 


In additionto comprehending the facts concern- 
ing the expenditures and revenues of our state 
government, we must understand the framework 
within which our state financial institutions oper- 
ate. We must know where responsibility and 
authority lie in financial affairs, the framework 
within which expenditures are made and revenues 
collected, the factors that control and limit our 
financial activities, the effects that certain pat- 
terns have uponefficient operation of the system, 
and whatever flexibility exists for dealing with 
new and different situations. 


Of paramount importance is an awareness of 
the manner by which we make our expenditures. 
Who decides how much should be spent? How do 
we decide that the bulk of funds available to the 
State should be spent for education, highways, and 
welfare? To answer such questions, we must 
also be able to answer the question as to who has 
the responsibility and authority to allocate state 
funds. 


BUDGETARY PROCESS 


It is rather difficult to describe budgetary 
processes in New Mexico as anoperating system. 
This difficulty results from the changes made in 
operating procedures from session to session. 
Not only are there these changes from biennium 
to biennium, but apparently the procedures re- 
quired by law and certain practices for sound 
fiscal administration are often ignored. During 
the last session of the legislature, for example, 
many designated steps were apparently by-passed. 
Rumor has it that often there is no such thing as 
an executive budget; instead, the appropriate 
legislative committees fill the void. For the pur- 
poses of this article, however, the "required" 
procedures must be described and evaluated. 
Plans are currently afoot in Santa Fe to make 
these procedures operational. 
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state government will turn to another level of 
government to obtain what he feels is necessary. 
Historically, people in the United States have 
looked to the federal government to provide as- 
sistance in fields where their local governments 
have been immobilized. If state governments 
arbitrarily restrict their expenditures below the 
service level demanded by the population, federal 
intervention will surely follow. 


Organization of Our Financial System 


Although the legislature is primarily responsi- 
ble for allocating funds--making expenditures--it 
is dependent upon assistance from the executive 
agencies in the form of budgetary requests to de- 
velop a fiscal program. The budgetary process 
in New Mexico is designed to operate in three dif- 
ferent ways, depending upon the nature of the rev- 
enues that a particular branch of state government 
will spend. This three-part division consists of 
those agencies, departments, and institutions 
operating through the State's General Fund, those 
operating with earmarked or dedicated revenues 
subject to legislative appropriation, and those 
local government units not subject to legislative 
review but receiving earmarked revenues from 
the State. The budgetary process for the first 
two groups--all agencies, departments, and in- 
stitutions--should begin three to six months be- 
fore the legislature meets, when department 
heads develop estimates of funds they will need 
during the next biennium. Those state organi- 
zations operating with earmarked--dedicated rev- 
enues--and other independent revenue sources 
willalso estimate revenues they expect toreceive 
during the following two-year period. These 
estimates are developed to finance activities that 
may be as far as 36 months in the future--the 
next two fiscal years. 


All these estimates are sent straight to the de- 
partment of finance and administration, except 
for the budgets of the State's educational insti- 
tutions, which are first adjusted by the board of 
educational finance and then sent on to the de- 
partment of finance and administration. The 
department compiles the estimates and figures 
General Fund revenues for the next biennium. 
This compilation of estimates and the listings of 
actual and estimated sums for the past three fis- 
cal years make up the budget document (the last 
edition of which was about 550 pages long). The 
document then goes to the governor, who submits 


it to the legislature, which in turn refers it to its 
appropriations committee. The committee con- 
siders the budget, makes changes and brings it 
into balance, and presents it to the full legisla- 
ture. The legislature and the governor must 
approve the budget before the spending plans 
become final. However, before expenditures can 
be made from the enacted budget, the state de- 
partment of finance and administration must an- 
nually approve individual agency operating totals 
and then certify, pre-audit, that a particular 
agency has authority to make each expenditure. 


A relatively large portion of state funds never 
passes through this budget-making process nor 
comes under examinationof the state legislature. 
These funds consist of the expenditures made by 
school districts, municipalities, and counties. 
The administrators of these governmental units 
make annual estimates of revenues and expendi- 
tures for the coming fiscal year. Next, the esti- 
mates are examined and acted upon by the local 
commissions or boards. The state department 
of finance and administration then conducts public 
hearings with the appropriate local boardor com- 
mission, at which time the budget is approved. 
Following this approval, the local government is 
in position to make expenditures. 


THE BUDGET DOCUMENT 


The budget document presented to the legis- 
lature can be considered as consisting of two 
parts: (1) revenues and expenditures related to 
the State's General Fund; and (2) funds relating 
to those agencies, departments, and institutions 
operating with monies from sources other than 
the General Fund. The General Fund finances 
the normal administrative, legislative, and ju- 
dicial activities of state government, as well as 
portions of certain education, health, and welfare 
programs. The legislature gives primary con- 
sideration to the General Fund accounts, even 
though such expenditures will represent only about 
20 per cent of total state spending. Although a 
portion of General Fund revenues will be used to 
provide matching funds to obtain grants from the 
federal government, the combined total of Gener- 
al Fund appropriations and related federal match- 
ing funds is still a small portion of total state 
expenditures. Legislative attention is focused 
upon the General Fund, for it is principally by 
the advancing or withholding of General Fund 
revenues that the legislature can affect various 
state programs. The messages of the governor 
and the State's chief financial officer accompany- 
ing the budget document are primarily concerned 
with the receipts and appropriations from the 
General Fund. Only passing consideration is 
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given the other items, despite the fact that they 
represent the major portion of our spending. 


Very slight legislative consideration is given 
to the expenditures plans of state agencies oper- 
ating on funds not originating in the General Fund. 
In many cases previous legislative action has de- 
terminedthe sources of revenues that are availa- 
ble to certain agencies. In this manner the legis- 
lature has attemptedto simplify its appropriation 
problem. In turning over a revenue source to an 
agency, the legislature in fact says, "Here isa 
source of revenue that should produce sufficient 
funds for you to perform your function. Don't 
bother us any further." If the revenue produced 
is insufficient, the agency will ask for additional 
funds, at which time it is likely to receive reve- 
nues from another earmarked source. The pre- 
cise needs of the agency are never examined in 
relation to the amount of funds the earmarked 
source is expected toproduce. This type of action 
has resulted from the lack of an adequate legis- 
lative staff and from the short time within which 
the budget must be examined and approved. 


Che Theoretical New Mexico Budgetary Process 


Expenditures of Genera! 
Fund Revemes 


[Submission to Dept. of F. & A.*] 


| 
General Fund Revenues 


| 


Pre-Audit of Individual Items 
by Dept. of F. & A.* 


STATE AGENCIES AND INSTITUTIONS LOCAL GOVERNMENTS 
Expenditures of Earmarked and litures of Earmarked) 
Po AND Dedicated Revemes Subject to Funds without Legislative 
Legislative Reviews Approval 
— 
B. of E. F.© Adjusts 
Budgets of Educational 
Institutions 
[Budget Hearings 
Document Placed with Appropriations 
Committee for Consideration is 
[Acted Upon ty Governor} 
B. of E. F.© Approves Annual eee 
Operating Budgets of 
Educational Institutions 
Post -Audit by State Auditor 
“Department of Finance and Administration 
Board of Finance 
“Board of Educational Finance 
| 


The non-General Fund agencies can be classi- 
fied in two groups--those operating with a budget 
that is at least nominally approved by the legis- 
lature and those that are completely outside the 
range of legislative examination. The State's 
appropriations act refers to certain agencies as 
operating with ‘dedicated funds.'' These are 
primarily agencies with revenue-collecting re- 
sponsibilities. Previous legislative action has 
allowed these agencies to retain for administra- 
tive purposes a portion of the revenues they 
collect; for example, the bureau of revenue is 
allowed by law to retain a portion of school tax 
revenues and to use these funds for operating 
purposes. The state land office, the oil conser- 
vation commission, and the public service com- 
missionare other examples of agencies operating 
under this type of financial arrangement. The 
portion of receipts that the various departments 
are allowed to retain is usually much greater than 
is the volume of funds needed for operations, so 
unused funds get transferred to various accounts. 
Land income is transferred to the institutions 
owning land, while bureau of revenue funds are 
transferred to the General Fund. Legislative 
action determines the portion of the retained funds 
which may be used for administrative purposes. 


The highway department is also considered 
within the group of agencies operating with ''dedi- 
cated funds.'' Certain fees paid by users of our 
highways are earmarked for this department. 
Although the highway budget isincluded within the 
State's General Appropriations Act, previous 
legislative action directed that certain revenues 
be turned over to the highway department. The 
department obtains estimates of such revenues, 
adds federal assistance to its state-produced 
sources, and submits its expenditure plans. 


BOARD OF FINANCE 


4 

Two executive agencies of state government 
play a role in the spending of state funds. These 
are the board of finance and the department of 
finance and administration. The board exerts an 
important degree of control over the State's fiscal 
affairs. In the past it has operated to correct the 
fiscal ''mistakes"' of the legislature, improvising 


solutions to financial emergencies until the next 
legislative session. Probably, its most important 
function has been and still is to prevent the State 
from developing a financial deficit--to prevent 
annual expenditures from exceeding revenues. 
The board is given a special appropriation which 
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can be spent in emergencies; it has the power to 
reduce departmental budgets by a maximum of 15 
per cent, and apparently has the power to in- 
crease legislatively approved budgets of those 
agencies (such as the bureau of revenue) using 
dedicated funds. 


DEPT. OF FINANCE & ADMINISTRATION 


The administration of the State's fiscal affairs 
took a decided turn for the better with the estab- 
lishment of the department of finance and admin- 
istration by the 1957 legislature. For long years 
the State's finances had been handled in a variety 
of ill-defined, vague, and sometimes curious 
ways. Although the establishment of the finance 
department, accompanied by certain shifts of 
responsibility and necessary changes in adminis- 
trative procedures, did not correct all the ills in 
the New Mexico fiscal system--it was not intended 
to--it did bring about a definite improvement. 
When created by the legislature and organized by 
the governor, this agency became New Mexico's 
chief administrative office for fiscal affairs, 
having the authority and responsibility of com- 
piling budgets for the state legislature, perform- 
ing central accounting functions, approving annual 
operating budgets and budgetary changes, direct- 
ing control of expenditures, issuing warrants, 
making pre-audits, and approving the financial 
transactions of counties, municipalities, school 
districts, and special districts. These functions 
had previously been performed by three or four 
different agencies. Most significantly, the new 
department developed a uniform accounting sys- 
tem and is in the process of installing electronic 
accounting equipment tokeep the State's accounts 
and to prepare rapid, accurate statements of the 
State's financial position. Such complete and 
accurate reports of our administrative financial 
transactions have almost never been available, 
but the new system should soon provide the tax- 
payers and state administrators with full and 
understandable statements of state revenues and 
expenditures. In accordance with sound princi- 
ples of fiscal control, the post-auditing function 
was transferred by the legislature to the state 
auditor, an independent, elected official. 


RESPONSIBILITY AND AUTHORITY IN FISCAL 
AFFAIRS 


Knowledge of the processes involved in the 
spending of state fundsis only part of the require- 
ment for an understanding of the State's financial 


framework. It is essential to know the levels and 
degrees of authority and responsibility exercised 
at various places in our state government. 


Although the budget submitted to the legislature 
is developed largely by the State's executive agen- 
cies, it is not really an executive budget--one for 
which the governor is responsible and over the 
development of which he exercises aconsiderable 
degree of authority. It is likely that the budget a 
New Mexico governor presents to the legislature 
was prepared by the previous administration. If 
the governor has served the two terms allowed 
by law or has lost his party's primary election or 
the general election, he will not be in office to 
present his budget to the legislature. Under the 
best of circumstances (at the beginning of his 
second term), a governor will be able to present 
a budget, developed while he was in office, at 
only every other session of the legislature. A 
newly elected governor must present a budget 
within a month after taking office. It is impos- 
sible for him to appoint his fiscal advisers, ex- 
amine and evaluate agency requests, and prepare 
his own budget in so short atime. He must pre- 
sent a budget previously prepared. It is not 
unreasonable that a new governor would refuse to 
accept responsibility for a fiscal program con- 
ceived and finalized by others. 


Even if the governor presenting the budget to 
the legislature was in office during the budget's 
development, there is still ample reason for him 
not to accept responsibility for it. Before we can 
expect a governor to assume responsibility for a 
budget, he must have certain authority over its 
development. The authority that the governor 
presently has over the development of the State's 
budget is very minimal. Normal expectations are 
that the chief executive would have a high degree 
of control over department and agency heads and 
should be able to supervise their development of 
budgetary requests. However, this is not always 
the case. In certain areas of state government 
the New Mexico governor has virtually no au- 
thority; in others his level of authority is very 
low. This situation stems from the fact that a 
considerable number of state agencies are ad- 
ministered by other elected officials or by semi- 
independent commissions and boards. Elected 
officials such as the corporation commissioners 
and the commissioner of state lands do not owe 
their tenure in office to the chief executive, and 
there is virtually no authority-responsibility re- 
lationship between him and such officials. The 
members of the highway commissionand the game 
commission, for example, although appointed by 


the governor, tend to be independent of him in 
many matters. Such agencies develop their fiscal 
programs completely independently, although they 
are included in the budget document he presents 
to the legislature. It is understandable that the 
governor does not accept responsibility for a 
fiscal program developed under such circum- 
stances. In such a situation it is obvious that 
there is no overall fiscal planning conducted. 


Of course, several state departments are di- 
rectly under the control of the governor; yet even 
here it appears that there is no strenuous attempt 
to plan a fiscal program. The adoption of plans 
for such relatively small portions of the total 
spending seems almost pointless. Examination 


of a New Mexico budget document bears out the 
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obvious conclusion that no one was fully respon- 
sible for it. This lack of responsibility shows up 
in the unbalanced nature of the document: re- 
quested appropriations from the General Fund are 
often more than 50 per cent greater than antici- 
pated revenues. 


The legislature has problems similar to the 
general problems outlined above. Its staff is 
much too small to analyze or appraise the ap- 
propriation requests submitted. The fact that it 
meets only once every two years, and then for 
only 60 days, and must make financial commit- 
ments extending 25 to 30 months into the future 
compounds an already difficult task. The legis- 
lature's immediate problem when it meets is to 
balance General Fund revenues and expenditures. 
A portion of the legislature's difficulties can be 
appreciated if one follows the course of the gen- 
eral appropriations bill during the most recent 
legislative session. The governor's message 
accompanying the budget document to the legis- 
lature was dated February 12, 1960, the 31st day 
of the 60-day session. Although it was common: 
knowledge that the appropriations committee had 
been developing the appropriations act from very 
early in the session, nevertheless--according to 
the records of the legislature--the bill was not 
introduced officially until March 12, two days be- 
fore the session ended. It was then immediately 
referred to the house appropriations committee, 
which reported the bill back to the house on March 
13, the 59th legislative day. On March 14, the 
last day of the session, the bill was referred to 
the senate. After considerable debate by both 
house and senate, the act was finally passed. 
Although legislators could appear before the ap- 
propriations committee to press for particular 
items, the entire legislative body had no oppor- 
tunity to review the bill until the last moments of 
the session. This situation obviously does not 
allow for thorough and detailed examination by 


TABLE Il 


SOURCES AND CHANGES IN STATE GOVERNMENT RECEIPTS 
New Mexico, 1946 and 1959 
(dollars in thousands) 


Per Cent 
1946 1959 Change 
Total Receipts $43,201 $244,480 + 465.9 
Total Revenue 43,201 240, 351 + 456.4 
General Revenue 41,006 230, 290 + 461.6 
Total Tax 27,120 113,400 + 318.1 
Sales and Gross Receipts 18,659 74,560 + 299.6 
General Sales 9,560 42,212 + 341.5 
Motor Fuels 5,980 23,342 + 290.3 
Tobacco Products 977 4,267 + 336.7 
Insurance 294 1,900 + 546.3 
Alcoholic Beverages 1,342 1,851 + 37.9 
Other 506 988 + 
Licenses 3,340 15, 626 + 367.8 
Motor Vehicles 2,393 11,635 + 386.2 
Hunting and Fishing 339 1,209 + 356.6 
Occupational and Business 254 1, 192 + 369.3 
Other 354 1,590 + 349.2 
Severance 865 8,905 + 929.5 
Property 2,541 7,007 + 178.3 
Income 1,214 6, 755 + 456.4 
Death and Gift 471 438 - 7.0 
Other 30 19 - 36.7 
Aid from Other Governments 6,409 74,012 +1,054.8 
Federal 6,207 72,661 +1,070.6 
Local 202 1,351 + 568.8 
Charges, Earnings, Miscellaneous 7,477 42,878 + 473.5 
Charges for Services na 11,175 -- 
Earnings on Property Investments 5,243 30,016 + 472.5 
Rents and Royalties na 25, 268 -- 
Interest na 4,748 -- 
Other na 1,687 -- 
Insurance Trusts 2,195 10, 061 + 358.4 
Unemployment Compensation 2,185 6,748 + 208.8 
Retirement 10 3,313 (a) 
Borrowing 0 4,129 -- 


(a) Percentage change is not applicable here since current retirement pro- 
grams are completely different from those of 1946. 
na Not available. 


everybody concerned; and the legislature is not 
fully able, therefore, to shoulder its important 
responsibility and exercise its important duty of 
allocating state revenues. 


REVENUES 


Of equal importance with an awareness of the 
manner by which we make our expenditures is an 
understanding of the procedures of acquiring 
funds. The questions relating to expenditures 
apply to revenues. It is important to know how 
the volume of each year's revenues is decided, 
what particular sources will be tapped for those 
needed revenues, what controls and limits shape 
our revenue system, and just how flexible is that 
system. 


Although we discussed expenditures first, pri- 
marily because interest in state government ac- 
tivity is usually centered on expenditures, we 
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must not forget that the volume of revenues avail- 
able essentially limits the volume of expenditures 
that can be made. Although we can examine the 
expansion of expenditures as they grow in re- 
sponse to upward movements of price levels and 
the demands of a growing population with changing 
desires, it is really the availability of revenues 
that allows expenditures to expand or that re- 
stricts such expansion. This fact has been made 
most pointedly by the state board of finance's 10- 
per cent reduction in expenditures from the Gen- 
eral Fund during the 1959-60 fiscal year. Al- 
though’ budgets were developed and legislative 
action was taken, revenues grew so Slowly that 
expenditures had to be reduced. 


In New Mexico--and in all other states--reve- 
nues accumulate automatically: once tax legis- 
lation has been passed, tax income is usually 
received in continuous fashion. It will, of course, 
fluctuate automatically up or down, as conditions 
of the tax base change. A perfect example is the 
New Mexico Emergency School Tax, originally 
enacted as an emergency measure, but still in 
force. While there has been no basic change in 
the tax, revenue from this source has increased 
steadily year after year. Changes in the size of 
the revenue base are primarily responsible for 
increases in tax receipts. The revenue base for 
the school tax is primarily retail sales, but in- 
cludes a variety of other business transactions. 
As retail sales increase, receipts from the school 
tax grow correspondingly. 


Receipts from the severance tax also illustrate 
the relation between tax revenue and tax base. 
Although there have been some changes in the rate 
of severance taxation, particularly on uranium, 
the basis for the increase in receipts has been the 
growth of mining activity. Examining our entire 
tax structure--income tax, property tax, gaso- 
line tax, cigarette tax, etc.--we see that in- 
creased revenues in recent years have arisen 
mainly from the growth of the tax base and not 
from changes in rates of taxation. 


In addition to taxes, the State receives other 
monies: receipts from other governments and 
income from use of state property or funds. 
Changes in intergovernmental incomeare largely 
outside the realm of state government action. 
The federal government will provide funds to the 
State for a variety of reasons, but each state indi- 
vidually has relatively little power to affect such 
decisions. Federal receipts thus accrue to New 
Mexico virtually automatically and in a fashion 
over which we have little control. Pressure to 
accept these federal funds, by providing matching 
state funds, is great. Maximum amounts are 


Compendium of State Government Finances 1959. 
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established for federal grants in a variety of 
ways, so that the State is subtly requiredto spend 
specific volumes of funds in ways that the federal 
government has decided are desirable. 


The State's legislature and executive branches 
probably have considerable opportunity to regulate 
income from state-owned property. The principal 
source of income in this group is that received 
through the state land office in the nature of rents 
and royalties. Legal restrictions govern the ex- 
penditures of funds, but within these restrictions 
we still have a great deal of leeway. Policy de- 
cisions relating to the sale or rental of this land 
andto the investment of income received from the 
land have very definite effects upon both short- 
run and long-run revenue accruing to the state. 


Although the total magnitude of revenues re- 
ceived by many governments is largely predeter- 
mined by the existing revenue structure, the 
distribution of these funds usually is not. In New 
Mexico, however, the distribution of revenues is 
alsolargely predetermined. As indicated earlier, 
our state government has discretion over the 
disposition of only those funds that pass through 
the State's General Fund--about 20 per cent of the 
total. Such revenues account for only a small 
share of state income. The major portion of our 
revenues is either "dedicated" or "earmarked" 
for special purposes. No matter how largea sum 
the emergency school tax brings in, that sum is 
earmarked for the public schools. The same can 
be said for taxes onhighway users and feestrans- 
ferred to the state highway department. Since 
our educational system and our highway system 
are the principal users of state revenues, it is 
obvious that our ability to decide how our. reve- 
nues will be spent has been seriously restricted 
by the practice of earmarking and dedicating, 
which produces an inflexible fiscal system: reve- 
nue cannot be shifted from purpose to purpose as 
needs change. The systemassumes that revenues 
will increase inrelation to need, that they will be 
sufficient throughout various phases of the busi- 
ness cycle, and that neither the legislature nor 
the governor is entitled to any fiscal initiative. 
Earmarking encourages a piecemeal examination 
and a patchwork solution of our fiscal problems. 
The tendency develops to examine particular 
financial problems in view of the revenue pro- 
duced by a particular earmarked source rather 
than in light of the State's entire program. A 
discussion of these and other aspects of New 
Mexico's fiscal system can be found in Patterns 
of New Mexico State Finance, "New Mexico 
Studies in Business and Economics," Bureau of 


Business Research, University of New Mexico, 
1950. 
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OBVIOUS NEEDS 


Accepting the proposition that the legislature is 
primarily responsible for the State's finances, for 
the imposition of taxes, and for the allocation of 
revenues, and that the State's chief executive 
has a host of administrative responsibilities for 
carrying out the State's financial activities, we 
realize that the legislature and the governor 
should have the authority and the power to exer- 
cise these responsibilities. 


Figure 5 
Excess of Requests for General Fund 
Appropriations over Estimated Revenues- 
NEW MEXICO, 1956-1961 


Millions of Dollars 
30 
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Under our present organization both the legis- 
lature and the governor are prevented from filling 
the roles they are expected to play in our financial 
affairs. For the legislature to carry out com- 
petently its responsibilities to the taxpayers, that 
body must be given the tools, the resources, the 
authority, and the time necessary tosuch accom- 
plishment. A system under which the legislature 
exercises control over only 20 per cent of state 
revenues, has virtually no staff to appraise and 
analyze financial operations, and must accomplish 
all its work during a 60-day period once everytwo 


years almost nullifies any feelings of responsi- 
bility. As things are in this state, the field of 
authority is definitely limited, and the level of 
responsibility is not high. 


Much that has been said about the legislature 
can be applied to the governor and to his role 
in fiscal matters. His control over state ex- 
penditures and over the development of a total 
state spending program is severely limited. His 
budgets mirror a lack of responsibility. This 
situation has developed because of a vacuum in 
authority. A competent, experienced personnel 
has long been cited as indispensable to good fiscal 
administration. 


If the financial affairs of New Mexico's state 
government are to improve, these problems of 
responsibility and of authority in fiscal affairs 
must be solved. It is, therefore, imperative that 
the legislature enact laws designed to accomplish 
this end. 
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